
COMMONWEALTH OF KENTUCKY 

BEFORE TiIE PUBLIC SERVICE COMMISSION 

In the Hatter of: 

THE APPLICATION OF INTER-COUNTY 1 
RURAL ELECTRIC COOPERATIVE 1 
CORPORATION OF DANVILLE, KENTUCKY ) CASE NO. 9486 FOR AN ORDER AUTHORIZING AN 1 
INCREASE IN ITS RETAIL RATES, ) 
APPLICABLE TO ALL CONSUMERS 1 

O R D E R  

Inter-County Rural Electric Cooperative Corporation ("Inter- 

County') filed an application on January 31, 1986, for an adjust- 

ment of rates to increase its annual revenue by $716,69C or 6.05 

percent over normalized test year operating revenue as determined 

herein, stating that the additional revenue was necessary for the 

Cooperative to maintain its financial integrity and sound 

operations. 

Inter-County is a consumer-owned rural electric cooperative 

engaged in the distribution and sale of electric energy to 

approximately 14 8 955 customers in the Kentucky counties of Boyle I 

Garrard, Marion, Lincoln, Mercer, Casey, Washington, Larue, 

Taylor, Madison, Nelson and Rockcastle. 

After timely notice, a hearing w a s  held on May 8 ,  19868 with 

the Connumer Protection Division of the Attorney General's Office 

( - A G W )  as the only party to intervene in the proceeding. Baaed 

upon the adjustments, modifications and determination herein, 

Inter-County has been granted an increase of $2948406 or 2.49 

percent over normalized teat-year operating revenue ag determined 

herein. 



TEST PERIOD 

Inter-County proposed and the Commission has accepted as a 

test period for calculating required revenue and rates the 12- 

month period ending October 31, 1985. In utilizing this historic 

test period, the Commission has given full consideration to appro- 

priate known and measurable changes proposed by Inter-County. 

VALUATION 

N e t  Investment 

Inter-County proposed a net investment rate base of 

$17,625,995. The following modifications have been made by the 

Commission : 

In determining its rate base, Inter-County used a 12-month 

average for materials and supplies, and prepayments. The 

Commission has utilized a 13-month average to determine the levels 

to be included in the net investment as of October 31, 1985. This 

method was used in order to reflect the level of materials and 

supplies, and t h e  level of prepayments maintained throughout the 

test year. 

tnter-County's proposed inclusion of an allowance for working 

capital of 1/8 of adjusted test-year operation and maintenance 

expenses, exclusive of depreciation, taxes and other deductions 

has been accepted, but recalculated to reflect the pro forma 

adjustments found reasonable h e r e i n .  

B a s e d  on theao adjustments, Inter-County's net investment 

rate base for rate-making purposes ie e8 followei 
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U t i l i t y  P l a n t - i n - s e r v i c e  $20 ,865 ,265  
C o n s t r u c t i o n  Work in P r o g r e s s  181 ,629  
Total U t i l i t y  P l a n t  S 2 1 r o 4 6  894 

Add z 

Materials  and  S u p p l i e s  
P repaymen t s  
Working C a p i t a l  

Sub to ta l  

$ 1 9 0 , 4 0 6  
SO, 507  

235 ,472 
$ 476,385 

Deduct :  

Accumula ted  D e p r e c i a t i o n  $ 3,842,583 
Cus tomer  Advances for C o n s t r u c t i o n  51 ,258  

S u b t o t a l  3,893,841 

$ 17,629,138 N e t  I n v e s t m e n t  

C a p i t a l  s t r u c t u r e  

I n t e r - C o u n t y  r e p o r t e d  d t e s t - y e a r - e n d  c a p i t a l  s t r u c t u r e  of 

$19,515,804,  c o n s i s t i n g  of $6 ,031 ,486  i n  e q u i t y ,  e x c l u s i v e  of 

G e n e r a t i o n  a n d  T r a n s m i s s i o n  Cap i t a l  C r e d i t s  ( "GTCCsa) and  

$13 ,484 ,316  i n  l o n g - t e r m  d e b t .  I n t e r - C o u n t y  proposed t.0 add 

$642,867 to t h e  t e s t - y e a r - e n d  e q u i t y  to  r e f l e c t  t h e  p r o p o s e d  r e v e -  

nue  a n d  expenss  adjustments requested in t h i s  a p p l i c a t i o n .  I n  

d e t e r m i n i n g  r a t e  base and c a p i t a l  S t r u c t u r e ,  it is e s e e n t i a l  to  

match  r e v e n u e s ,  i n v e s t m e n t  a n d  c a p i t a l  based o n  t e s t - y e a r - e n d .  

The e q u i t y  a d j u s t m e n t  proposed by I n t e r - C o u n t y  g o e s  beyond the e n d  

of the test period and s h o u l d  n o t ,  t h e r e f o r e ,  be i n c l u d e d  for 

rate-making p u r p o s e s  as i t  would create  a m i s m a t c h  be tween  r a t e  

base, c a p i t a l ,  r e v e n u e s  and e x p e n s e s .  

I n t e r - C o u n t y  p r o p o s e d  a n  a d j u s t m e n t  of $75, SO4 t o  reduce t o  

zero t h e  v a l u e  of the a c c u m u l a t e d  c a p i t a l  c red i t s  a s s i g n e d  i t  by  

Unlted U t i l i t y  S u p p l y  and  t h e  Kentucky Aesociatlon of E l s c t r  I C  
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C o o p e r a t i v e s .  I n t e r - C o u n t y  proposed t h i s  s a m e  a d j u s t m e n t  i n  i ts 

l a s t  r a t e  case, Case No. 8958, c o n t e n d i n g  t h a t  i t  is d o u b t f u l  t h a t  

these c r e d i t s  w i l l  e v e r  be paid.  The Commission is n o t  p e r s u a d e d  

by t h e  a r g u m e n t s  t h a t  t h e s e  c r e d i t s  will n e v e r  be paid or t h a t  

t h e y  h a v e  no  v a l u e .  I n  a d d i t i o n ,  as s ta ted  i n  t h e  p r i o r  Order ,  

t h e  Uni form Sys tem of A c c o u n t s  for R u r a l  E l e c t r i c  C o o p e r a t i v e s ,  as 

w e l l  as g e n e r a l l y  accepted a c c o u n t i n g  p r i n c i p l e s ,  r e c o g n i z e  t h e s e  

c a p i t a l  credi ts  for f i n a n c i a l  r e p o r t i n g  purposes. T h e r e f o r e ,  t h e  

Commission h a s  n o t  accepted t h e  a d j u s t m e n t  proposed by 

I n t e r - C o u n t y  to reduce t h e  v a l u e  of these c r e d i t s  for  r a t e - m a k i n g  

p u r p o s e s  . 
I n t e r - C o u n t y  also p r o p o s e d  to  increase Its t o t a l  c a p f t a l i z a -  

t i o n  by $ 6 6 8 , 0 0 0  to ref lect  its draw down of l o n g - t e r m  d e b t  f u n d s  

s u b s e q u e n t  t o  t h e  tes t  y e a r .  A g a i n ,  t h e  p r i n c i p l e  of t h e  h r s t o r i -  

cal  tes t  y e a r ,  w i t h  m a t c h i n g  of r e v e n u e ,  i n v e s t m e n t  a n d  c a p i t a l ,  

r e q u i r e s  r e j e c t i o n  of t h i s  a d j u s t m e n t .  T h i s  s u b j e c t  is addressed 

f u r t h e r  i n  t h e  s e c t i o n  o n  " I n t e r e s t  Expense" of t h i s  O r d e r .  

The Commission f i n d s ,  f rom t h e  e v i d e n c e  of r e c o r d ,  t h a t  

I n t e r - C o u n t y ' s  c a p i t a l  s t r u c t u r e  for r a t e - m a k i n g  purposes is 

$19 ,515 ,804  and  c o n s i s t s  of $6,031.486 i n  e q u i t y  a n d  S13.484,  318 

in l ong- t e rm d e b t ,  e x c l u d i n g  GTCC assignments I n  the amount of 

$1, 392,982-  

REVENUES AND EXPENSES 

I n t e r - C o u n t y  proposed s e v e r a l  a d j u s t m e n t s  to r e v e n u e s  a n d  

e x p e n s e s  to  r e f l e c t  c u r r e n t  and  a n t i c i p a t e d  opera t ing  c o n d i t i o n s .  

The Commission f l n d s  the proposed a d j u s t m e n t s  a r e  g e n e r a l l y  p r o p e r  
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and  acceptable for r a t e - m a k i n g  p u r p o s e s ,  w i t h  t h e  f o l l o w i n g  

modi f i c a t  i o n s :  

Normalized P a y r o l l  

I n t e r - C o u n t y  s t a t e d  t h a t  p r io r  to  t h e  b e g i n n i n g  of t h e  tes t  

p e r i o d  a n  i n f o r m a l  review w i t h  t h e  R u r a l  E l e c t r i f i c a t i o n  

A d m i n i s t r a t i o n  ("REA") p e r s o n n e l  was made of t h e  p a y r o l l  d i s t r i b u -  

t i o n .  The REA p e r s o n n e l  c o n s i d e r e d  t h e  p e r c e n t a g e  of labor cos t  

b e i n g  c a p i t a l i z e d  t o  be h i g h  i n  c o m p a r i s o n  w i t h  other rural elec- 

t r i c  c o o p e r a t i v e  c o r p o r a t i o n s  i n  t h e  s ta te .  I t  was d e t e r m i n e d  

t h a t  a l l  of t h e  O p e r a t i o n s  M a n a g e r ' s  s a l a r y  s h o u l d  be charged t o  

operating expense a c c o u n t s .  

For t h e  per iod of 1982 t h r o u g h  1984,  a p p r o x i m a t e l y  36.13 

p e r c e n t  of t h e  O p e r a t i o n s  M a n a g e r ' s  s a l a r y  w a s  charged t o  c a p i t a l  

a c c o u n t s .  S i n c e  h i s  d u t i e s  d c  i n c l u d e  s u p e r v i s i o n  o v e r  c o n s t r u c -  

t i o n '  work - in -p rogres s , '  t h e  Commission is of t h e  o p i n i o n  t h a t  a 

p o r t i o n  of h i s  s a l a r y  s h o u l d  be c a p i t a l i z e d .  I n  a d d i t i o n ,  t h e  

fact t h a t  I n t e r - C o u n t y ' s  c a p i t a l i z e d  p a y r o l l  p e r c e n t a g e  is h i g h e r  

t h a n  t h e  s ta te  m e d i a n ,  does not, a l o n e ,  j u s t i f y  e x p e n s i n g  a l l  of 

t h e  O p e r a t i o n s  Manager's s a l a r y .  

In  order  t o  d e t e r m i n e  t h e  p o r t i o n  of t h e  O p e r a t i o n s  M a n a g e r ' s  

s a l a r y  to  be c a p i t a l i z e d ,  t h e  p a y r o l l  d i s t r i b u t i o n  p e r c e n t a g e  ham 

been r e c a l c u l a t e d .  Us ing  t h e  3-year  a v e r a g e  c a p i t a l i z e d  p a y r o l l  

p e r c e n t a g e  and  t h e  n o r m a l i z e d  test  y e a r  p a y r o l l ,  it has been  

d e t e r m i n e d  t h a t  $11 ,311  of t h e  O p e r a t i o n s  Manager's s a l a r y  should 

~ 

Hearlng T r a n s c r i p t ,  May 8 ,  1986, p. 12. 
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h a v e  been c a p i t a l i z e d .  T h i s  r e d u c e s  t h e  e x p e n s e d  pay ro l l  

p e r c e n t a g e  from 64.32  p e r c e n t  t o  63.50 percent .  

I n t e r - C o u n t y  p r o p o s e d  to  i n c r e a s e  t h e  t o t a l  p a y r o l l  e x p e n s e  

by $27 ,580 ,  t o  n o r m a l i z e  a s a l a r y  i n c r e a s e  g r a n t e d  by  t h e  Board o f  

Directors i n  O c t o b e r ,  1985. The t o t a l  n o r m a l i z e d  payroll €or t h e  

test y e a r  is $1,379,626.  By u t i l i z i n g  t h e  r e v i s e d  e x p e n s e d  

p a y r o l l  percentage and  t a k i n g  i n t o  a c c o u n t  t h e  a c t u a l  tes t -year  

e x p e n s e d  p a y r o l l  of $859,794, t h e  Commission h a s  d e t e r m i n e d  t h a t  

t h e  e x p e n s e d  payro l l  s h o u l d  be i n c r e a s e d  by  $16 ,269  to  d l e v e l  o f  

$ 8 7 6 , 0 6 3 .  

U n c o l l e c t i b l e  A c c o u n t s  Expense  

I n t e r - C o u n t y  proposed a n  a d j u s t m e n t  t o  i n c r e a s e  ( ' w r i t e - o f f " )  

t h e  U n c o l l e c t i b l e  A c c o u n t s  Expense  by $14,977.  Dur ing  December, 

1984,  I n t e r - C o u n t y  d e t e r m i n e d  t h a t  for t h e  p e r i o d  of J a n u a r y  

t h r o u g h  November, 1984,  it  had  p r o v i d e d  an e x c e s s i v e  a l l o w a n c e  for 

losses o n  u n c o l l e c t i b l e  a c c o u n t s ,  a n d  r e d u c e d  t h e  m o n t h l y  p r o v i -  

s i o n  p e r c e n t a g e  from .35 p e r c e n t  t o  - 2 2  p e r c e n t .  I n  a d d i t i o n ,  

I n t e r - C o u n t y  r e d u c e d  t h e  u n c o l l e c t i b l e  expense  a c c o u n t  by $16 ,541  

t o  r e f l e c t  t h e  decrease i n  t h e  percentage for t h e  period o f  

J a n u a r y  t h r o u g h  November, 1984. S i n c e  November 1s t h e  o n l y  month 

i n  t h i s  period t h a t  is i n  t h e  test y e a r ,  I n t e r - C o u n t y  p r o p o s e d  a n  

a d j u s t m e n t  to remove t h e  port ion of the r e d u c t i o n  r e l a t e d  to  the 

p e r i o d  of J a n u a r y  t h r o u g h  O c t o b e r ,  1984 ,  f r o m  t h e  test  year. 

The Commission l e  of t h e  o p i n i o n  t h a t  i n  d e t e r m i n i n g  t h e  

p r o j e c t e d  U n c o l l e c t i b l e  A c c o u n t s  Expense  b a s e d  on t h e  t e s t - y e a r  

g ross  o p e r a t i n g  r e v e n u e s ,  t h e  a d d i t i o n a l  o p e r a t i n g  r e v e n u e s  

g r a n t e d  h e r e i n  s h o u l d  a l so  be i n c l u d e d .  Therefore, t h e  Commission 
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has al lowed a n  U n c o l l e c t i b l e  A c c o u n t s  Expense  of . 2 2  p e r c e n t  o n  

AS a t h e  to ta l  projected o p e r a t i n g  r e v e n u e s  of $1281438783-  

r e s u l t ,  t h e  Commission has i n c r e a s e d  t h e  U n c o l l e c t i b l e  A c c o u n t s  

Expense  by $15,172 t o  a l e v e l  of $26,716.  T h i s  a d j u s t m e n t  

i n c l u d e s  t h e  r e d u c t i o n  i n  t h e  u n c o l l e c t i b l e  e x p e n s e  a c c o u n t  d u r i n g  

t h e  test y e a r .  

CADP and  NCC C o n v e r s i o n  Costs 

I n t e r - C o u n t y  w a s  unde r  c o n t r a c t  w i t h  t h e  C e n t r a l  A r e a  Data 

P r o c e s s i n g  Coopera t ive  ( "CADP") to  provide computerized customer 

b i l l i n g  s e r v i c e s .  I n  order to h a v e  c o n t i n u e d  w i t h  CADP, I n t e r -  

County would have  had t o  have  made s u b s t a n t i a l  c h a n g e s  d u r i n g  1984 

to confo rm w i t h  CADP's Cooperative A t t a c h e d  P r o c e s s i n g  System. 

Thus, I n t e r - C o u n t y  decided to  c h a n g e  t o  Network Computing 

C o r p o r a t i o n  ( 'NCC") i n  A p r i l ,  1985,  for a l o w e r  cost per Customer 

b i l l e d .  

The cost of c o n v e r t i n g  t o  CADP was set u p  by  I n t e r - C o u n t y  as 

a deferred c h a r g e  and was b e i n g  amortized o v e r  a n  8-year  p e r i o d  

t h r o u g h  F e b r u a r y ,  1991. As of March 1, 1985,  I n t e r - C o u n t y  deter-  

mined  t h a t  t h e  balance i n  t h e  d e f e r r e d  c h a r g e  a c c o u n t  s h o u l d  be 

amortized o v e r  t h e  r e m a i n i n g  10 months of the year. I n t e r - C o u n t y  

s t a t ed  i n  t h e  a p p l i c a t i o n  t h a t  s i n c e  t h e  term of the CADP c o n t r a c t  

was for 28 m o n t h s ,  f rom J a n u a r y ,  1983,  t h r o u g h  A p r i l ,  1985 ,  for 

r a t e -mak ing  purposes ,  t h e  o r i g i n a l  c o n v e r s i o n  costs of $78785 

e h o u l d  be a m o r t i z e d  over the 2 8 - m o n t h  period. 2 

* A p p l i c a t i o n ,  E x h i b i t  J ,  p. 48 .  
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The actual test-year amortization expense of the 

sion costs was $4,866. Inter -County proposed to 

amount by $1,530 to conform with what it considered 

making treatment. 3 

During the p e r i o d  of March through September, 

CADP conver- 

reduce this 

proper rate-  

1985, Inter- 

C o m t y  incurred $20,378 in expenses to convert to NCC. Inter- 

County is amortizing the NCC conversion c o s t s  over the life of the 

5-year contract beginning with April, 1985. Inter-County proposed 

to include in the test year 7 months of the NCC conversion costs 

amortization expense for the period of A p r i l  through October, 

1985. 

Since the CADP conversion costs were f u l l y  amortized as of 

December 1985, the Commission is of t h e  opinion, and Inter-County 

agreedr4 that for rate-making p u r p o s e s  the actual teat year CADP 

conversion costs amortization expense should be excluded and a 

full year of the NCC conversion costs amortization expense should 

be included. This would provide a correct matching of r e v e n u e s  

and expenses in future periods. Therefore, the Commission has 

excluded $4,866 of the CADP conversion costs amortization expense 

while i n c l u d i n g  $4,076 of NCC conversion costs amortization 

expense. 

. .  

Actual test p e r i o d  amortization $4,866 
Less: 
Corrected test period amortization 
($7,785 + 28 months X 12 months) 3,336 

$1,530 

' Hearing Transcript, Play 8, 1986, pp. 47-49 .  
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FK inge Benefits 

Inter-County proposed an adjustment to reflect an increase in 

the l e v e l  of fringe benefits by $5,728. To determine this adjust- 

ment, Inter-County normalized the costs of coverage under the 

benefit plans which were in effect during the test y e a r ,  based on 

t h e  rates effective January 1, 1986, and salaries and wages which 

became effective November 1, 1985. 

Inter-County distributed the normalized fringe benefits upon 

the estimated amounts for Account 923 - Outside Services and 

Account 930.3 - Director's Fees and Expenses. The remainder of 

the normalized fringe benefits w e r e  allocated to Account 107 - 
Construction Work In Progress and Account 926 - Employees Pension 
and Benefits at 29.53 percent and 70.47 percent, respectively. 

The Commission agrees that the projected l a b o r  costs associated 

with Account 923 - Outside Services and Account 930.3 - Director's 
Fees and Expenses, should be used to determine the normalized 

Pr inge ESenef its Expense adjustment. However, the revised payroll 

distribution percentages should be used to allocate t h e  remainder 

of t h e  fringe benefits to Account 107 - Construction Work In 

Progress  and Account 926 - Employees Pension and Benefits. Since 

the r e v i s e d  payroll distribution percentages reflect the  correct 

amount of payroll expensed and capitalized, and over half of the 

fringe benefits are based upon wages and salaries, it is deemed 

reasonable by t h e  Commission to utilize the revised payroll 

distribution percentages to determine the adjustment to fringe 

benefite. The net ef fect  of normalizing the fringe boneflte 

dletributing t h e  costs over the estimated amounts for Account 923 
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- Outside Services and Account 930.3 - Director's Fees and 

Expenses, and allocating the remainder to Account 107 - 
Construction Work In Progress and Account 926 - Ehployees Peneion 
and Benefits results in a decrease of $16,313 to expensed Fringe 

Benefits. 

Directors Fees and Expenses 

Inter-County incurred $53,716 in Directors fees and expenses 

during the test period. Inter-County increased the monthly board 

meeting fee and the Committee meeting fee for the Directors during 

the test year. Doe to the normalization of these fees, an 

increase of $2,525 is deemed reasonable by the Commission. 

The Commission is aware that non-profit cooperatives must 

have dedicated and competent directors at the board level, and 

includes the actual expenses incurred in attending these meetings 

for rate-making purposes. However, no showing has been made that 

the payment of per diem fees to directors for attending industry- 

associated meetings other than its own board meetings advance 

these objectives. Therefore, it is the Commission's opinion that 

$7,600 incurred for fees paid to directors for attending industry- 

associated meetings other than its own board meetings should not 

be included for rate-making purposes. 

During the test year Inter-County paid $1,382 in fees and 

expenses to Elvin Langford, d retired Director. Since there is no 

provision in Inter-County's By-Laws for payments to retired 

Directors, it is the Commission's opinion that this amount should 

be e x c l u d e d  for rate-making purposes. Therefore, due to the 
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a f o r e m e n t i o n e d  items, t h e  t e s t - y e a r  d i rectors  fees and  expenses  

have  been  r e d u c e d  by $6,457 t o  a l e v e l  of $47,259.  

P a y r o l l  T a x e s  

I n t e r - C o u n t y  proposed a n  a d j u s t m e n t  of $3 ,139  to  n o r m a l i z e  

payrol l  taxes for a n  a p p r o x i m a t e  3.2 p e r c e n t  i n c r e a s e  i n  p a y r o l l  

effective November 1, 1985. I n t e r - C o u n t y  e x p e n s e d  6 8 . 2 8  p e r c e n t  

of the p a y r o l l  taxes d u r i n g  t h e  test  period. However, in d e t e r -  

m i n i n g  t h i s  r a t i o  t h e  p a y r o l l  taxes associated with t h e  s t o r m  

damage and  computer  c o n v e r s i o n  costs were i n c l u d e d .  I n  a d d i t i o n ,  

I n t e r - C o u n t y  r e c l a s s i f i e d  t h e  c a p i t a l i z e d  p o r t i o n  of labor c h a r g e d  

to  t r a n s p o r t a t i o n  c l e a r i n g  a n d  s tores ,  a n d  v a c a t i o n  and s ick  leave 

f o r  p u r p o s e s  of d e t e r m i n i n g  t h e  e x p e n s e  p e r c e n t a g e  of t h e  p a y r o l l  

t a x e s .  S i n c e  t h e  storm damage costs a n d  t h e  computer c o n v e r s i o n  

costs were cap i t a l i zed  for p a y r o l l  purposes ,  it is t h e  

Commiss ion ' s  o p i n i o n  t h a t  these costs s h o u l d  a l so  be c a p i t a l i z e d  

for p u r p o s e s  of a l l o c a t i n g  p a y r o l l  t a x e s .  Due t o  i n s u f f i c i e n t  

i n f o r m a t i o n ,  it is t h e  Commiss ion ' s  o p i n i o n  t h a t  t h e  reclassifica- 

t i o n  of t h e  labor costs, and  v a c a t i o n  and sick l e a v e  h a s  n o t  b e e n  

j u s t i f i e d  as t h e  proper t r e a t m e n t  for p u r p o s e s  of d e t e r m i n i n g  t h e  

p a y r o l l  t a x e s  expense p e r c e n t a g e .  I t  is t h e  Commiss fon ' s  o p i n i o n  

t h a t  t h e  p a y r o l l  t a x e s  a l l o c a t i o n  p e r c e n t a g e s  s h o u l d  a p p r o x i m a t e  

t h e  p a y r o l l  d i s t r i b u t i o n  p e r c e n t a g e s .  W e  to t h e  i n f o r m a t i o n  

c o n t a i n e d  i n  t h i s  case, it  is t h e  Commission's o p i n i o n  t h a t  t h e  

r e v i s e d  p a y r o l l  d i s t r i b u t i o n  p e r c e n t a g e s  s h o u l d  be u s e d  to a l lo -  

cate t h e  p a y r o l l  t a x e s .  

The n o r m a l i z e d  payroll t a x 0 6  for the tes t  y e a r  a r e  $108,215 

w h i l e  t h e  a c t u a l  t e s t - p e r i o d  p a y r o l l  t a x e s  were $103,618.  The 
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Commission has d e t e r m i n e d  t h a t  t h e  e x p e n s e d  p o r t i o n  of the p a y r o l l  

taxes  s h o u l d  be decreased by $2,033 to  a level of $106,717 based 

upon the r e v i s e d  p a y r o l l  d i s t r i b u t i o n  e x p e n s e  percentage of 63.5 

percent. 

O t h e r  Deductions - B e n e f i t s  for Directors'  and  Employees '  Spouses 

During the t e s t  y e a r  I n t e r - C o u n t y  incurred expenses for the 

b e n e f i t  of d i r e c t o r s '  and  e m p l o y e e s '  spouses in t h e  amount of 

$2,295 and $1,579,  r e s p e c t i v e l y .  I n t e r - C o u n t y  s t a t e d  t h a t  it 

s t r o n g l y  e n c o u r a g e s  t h e  p a r t i c i p a t i o n  of spouses of d i r e c t o r s  and  

management e m p l o y e e s  so t h a t  t h e y  know t h e  problems and i s s u e s  

w h i c h  t h e i r  s p o u s e s  face, I n  a d d i t i o n ,  I n t e r - C o u n t y  is of the 

o p i n i o n  t h a t  p a r t i c i p a t i o n  by t h e  s p o u s e s  e n a b l e s  them t o  c o n v e r s e  

w i t h  member-customers  a b o u t  t h e s e  problems and  issues. 5 

The Commission is aware t h a t  t h e  spouses of t h e  directors a n d  

management employees do c o n v e r s e  w i t h  member-customers  and t h a t  it 

could be b e n e f i c i a l  to  h a v e  these s p o u s e s  in fo rmed  about  problems 

f a c i n g  t h e  cooperative, b u t  n o  e v i d e n c e  h a s  b e e n  p r e s e n t e d  t h a t  

these b e n e f i t s  are b e i n g  d e r i v e d  by t h e  i n c u r r e n c e  of directors' 

and  employees' spouses e x p e n s e s .  Therefore r t h e  Commiasion has 

e x c l u d e d  for r a t e - m a k i n g  purposes t h e  expenses incurred for the 

benefit of d i r e c t o r s '  and e m p l o y e e s '  spouses in t h e  amount  of 

$3,874. 

Response to Commission's I n f o r m a t i o n  R e q u e s t  No. 3# dated  
April 2i3# 1986, E x h i b i t  4 2 ,  pp. 1-2. 
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O t h e r  D e d u c t i o n s  - C o n t r i b u t i o n s  

D u r i n g  t h e  test  pe r iod ,  I n t e r - C o u n t y  c h a r g e d  $955 to  A c c o u n t  

426.1  - C o n t r i b u t i o n s .  I n t e r - C o u n t y ,  i n  r e s p o n s e  t o  t h e  

Commiss ion ' s  I n f o r m a t i o n  R e q u e s t  No. 2,6 stated t h a t  $299 was 

improperly c l a s s i f i e d  a n d  s h o u l d  h a v e  b e e n  c h a r g e d  to  A c c o u n t  9 1 3  

- A d v e r t i s i n g  Expense  as promotional items. 

Whi l e  t h e  Commission u n d e r s t a n d s  t h a t  t h e  c o n t r i b u t i o n s  i n  

t h e  amoun t  o f  $ 6 5 6  may be good for  community r e l a t i o n s ,  t h e y  a r e  

n o t  re la ted t o  t h e  p r o v i s i o n  of r e l i a b l e  e l e c t r i c  s e r v i c e  to t h e  

member-customers of I n t e r - C o u n t y .  

Under 807 KAR 5:016, S e c t i o n  4 ,  p r o m o t i o n a l  a d v e r t i s i n g  is 

d isa l lowed f o r  r a t e - m a k i n g  p u r p o s e s .  The Commission f i n d s  t h a t  

t h e  ra tes  c h a r g e d  c o n s u m e r s  f o r  u t i l i t y  services  s h o u l d  r e f l e c t  

o n l y  t h e  cost of prov id ing  t h o s e  services.  T h e r e f o r e ,  t h e  

Commission has  e x c l u d e d  b o t h  t h e  $ 6 5 6  of c o n t r i b u t i o n s  and  t h e  

$299 of p r o m o t i o n a l  a d v e r t i s i n g  for r a t e - m a k i n g  p u r p o s e s  h e r e i n .  

I n t e r  es t  Expense  

I n t e r - C o u n t y  proposed a n  a d j u s t m e n t  of $ 2 4 , 3 5 9  t o  n o r m a l i z e  

i n t e r e s t  expense on l o n g - t e r m  debt  o u t s t a n d i n g  at t h e  e n d  of t h e  

t e s t  period and to r e f l e c t  t h e  in terest  on  loan f u n d s  of $ 6 6 8 , 0 0 0  

drawn down 3 m o n t h s  a f te r  t h e  close of t h e  t es t  y e a r .  

The Commission p u t  I n t e r - C o u n t y  and  a l l  o ther  e l ec t r i c  
7 c o o p e r a t i v e s  u n d e r  its j u r i s d i c t i o n  o n  n o t i c e  i n  Case No. 8 7 7 8  

Response t o  C o m m i s s i o n ' s  I n f o r m a t i o n  R e q u e s t  No. 2, d a t e d  
March 25, 1986, E x h i b i t  23, pp. 1-3. 

' C a s e  No. 8778,  A d j u s t m e n t  o f  Ra te s  of S a l t  R i v e r  R u r a l  
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t h a t ,  i n  f u t u r e  r a t e  p r o c e e d i n g s ,  i t  would r e c o n s i d e r  i ts  p a s t  

practice of a l l o w i n g  t h e  i n t e r e s t  o n  debt  d rawn  down s u b s e q u e n t  to 

t h e  e n d  of t h e  test  period. 

G e n e r a l l y ,  the C o m m i s s i o n ' s  p a s t  p rac t i ce  of a l l o w i n g  t h e  

i n t e r e s t  on d e b t  drawn down a f t e r  t h e  e n d  of t h e  test  y e a r  r e s u l t s  

i n  a m i s m a t c h  of r e v e n u e s  a n d  e x p e n s e s  b e c a u s e  n o  a d j u s t m e n t s  have 

b e e n  made t o  u p d a t e  z e v e n u e s  and  e x p e n s e s  for a d d i t i o n a l  c u s t o m e r s  

OK to  r e f l e c t  t h e  income f rom a d d i t i o n a l  f u n d s  a v a i l a b l e  for 

investment. 

I n t e r - C o u n t y  s ta ted  i n  its a p p l i c a t i o n  t h a t  o f  the t o t a l  

aga ins t  which f u n d s  were drawn, $592,799 represented cons t ruc t ion  

which  w a s  r e v e n u e  p r o d u c i n g  d u r i n g  t h e  e n t i r e  test  per iod .  I n  

a d d i t i o n ,  of t h e  r e m a i n i n g  $ 7 5 , 2 0 1  of work orders a g a i n s t  w h i c h  

t h e  draw w a s  made only $ 4 0 , 4 1 4  r e p r e s e n t e d  new Cus tomer  s e r v i c e s  

wh ich  became r e v e n u e  p r o d u c i n g  d u r i n g  November, 1984. I n t e r -  

C o u n t y  a l so  s t a t e d  t h a t  t h e  proceeds of t h e  draw would be q u i c k l y  

e x p e n d e d ,  r e s u l t i n g  in n o  i n t e r e s t  income f r a n  investing the 

f u n d s .  I n t e r - C o u n t y  a r g u e s  t h a t  since t h e  c o n s t r u c t i o n  was 

completed a n d  i n  s e r v i c e  for p r a c t i c a l l y  t h e  e n t i r e  test y e a r ,  t h e  

i n t e r e s t  e x p e n s e  on t h e  deb t  re la ted  to t h a t  c o n s t r u c t i o n  should 

be i n c l u d e d  f o r  n o r m a l i z a t i o n  p u r p o s e s .  8 

The Commission r e c o g n i z e s  t h a t  t h e  u s e  of a n i s t o r i c a l  test 

y e a r  c o u p l e d  w i t h  t h e  c o n s t r u c t i o n  and  f i n a n c i n g  practices of 

cooperatives, creates s o m e  degree of m i s m a t c h i n g  of c a p i t a l ,  r e v e -  

n u e s ,  and  i n v e e t m e n t s .  However, t h e  proposed a d j u s t m e n t  t o  

Application, E x h i b i t  J, pp. 6 - 7 .  
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interest expense would worsen, rather than improve, this mismatch. 

Inter-County's adjusted test-year-end capitalization exceeds its 

rate base by $1,886,365, and if the Commission were to increase 

Inter-County's capitalization to reflect the additional long-term 

debt drawn down after the test year, the disparity between the 

rate base and the capital structure would be even greater. 

Inter-County stated in the application that management 

delayed the requisition €or funds as long as p o s s i b l e ,  based upon 

economics of operations. If Inter-County had drawn the funds 

earlier, additional income would have resulted due to temporary 

cash investments of either the funds of the loan or the operating 

r e s e r v e s  used to fund the construction. If the Commission were to 

allow the adjustment to interest expense proposed by Inter-County, 

a further adjustment should be made to recognize the additional 

income on the additional funds available for investment. 

Without recognizing the increased income from additional 

temporary cash investments, the inclusion of the post test-period 

interest expense in the determination of revenue requirements 

would result in excessive rates for Inter-County's customers. 

Such a revenue requirement determination would be inconsistent 

with the matching concept applied to other utilities regulated by 

this Commission and would result in discriminatory rate-making 

practices. Therefore, the Commission Is of the opinion that the 

proposed adjustment to include intereat on loan funds drawn down 

subsequent to the end of the t e s t  period should not be included 

-1 5- 



herein. The Commission has i n c l u d e d  i n  its determinat ion of 

I n t e r - C o u n t y ' s  r e v e n u e  r e q u i r e m e n t s  the a n n u a l  i n t e r e s t  expense 

b a s e d  o n  t h e  b a l a n c e  of l o n g - t e r m  d e b t  o u t s t a n d i n g  a t  t h e  e n d  of 

t h e  test p e r i o d  w h i c h  r e s u l t s  i n  a 

amount  of a c t u a l  test per iod  e x p e n s e .  

The ef fec t  of the a c c e p t e d  pro 

C o u n t y ' s  n e t  income is as follows: 

A c t u a l  
T e s t  Year 

O p e r a t i n g  Revenues  $11 r 8 4 2 , 6 3 4  
O p e r a t i n g  Expenses  
O p e r a t i n g  Income 
I n t e r e s t  on Long- 

Other  Income/ 
Term Debt 755,359 

< D e d u c t i o n s >  Net 96,115 

NET INCOME $ 447 ,604  

decrease  of $ 9 , 0 4 1  from t h e  

forma a d j u s t m e n t s  of I n t e r -  

P ro  Forma A d  jus t e d  
A d j u s t m e n t s  Test Year 

$ 6 , 7 4 3  $11,849,377 
11,476 10 , 747 , 2 6 2  

$ < 4  f 7 3 3 )  $ 1#102f115' 

C 9 , 0 4 1 >  746,318 

-0- 96 ,115  

$ 4,308 $ 451,912 

REVENUE REQUIREMENTS 

According to  I n t e r - C o u n t y ' s  f L n a n c i a l s  f i l e d  w i t h  i ts a p p l i -  

c a t i o n ,  t h e  ra te  of r e t u r n  on  I n t e r - C o u n t y ' s  n e t  i n v e s t m e n t  rate 

base e s t a b l i s h e d  h e r e i n  for t h e  test  per iod was 6.28 p e r c e n t .  

I n t e r - C o u n t y  requested r a t e s  t h a t  w o u l d  produce a r a t e  of r e t u r n  

of 10.07 p e r c e n t  and a Times  I n t e r e s t  Ea rned  R a t i o  ( " T I E R " )  of 

2. I X .  I n t e r - C o u n t y  s t a t e d  t h a t  t h e s e  e a r n i n g s  levels  were 

reques ted  i n  order to b u i l d  e q u i t y  and  h a v e  some f u n d s  for 

c o n s t r u c t i o n  p u r p o s e s ,  i n s t e a d  of f i n a n c i n g  all f u t u r e  COnStruc- 

t ion with b o r r o w i n g s .  

I n t e r - C o u n t y ' s  TIER for t h e  tes t  y e a r  was 1.59X and Was 1.7OX 

and 1.73X for the c a l e n d a r  years 1983 and 1984, respectively. 
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A f t e r  t a k i n g  i n t o  c o n s i d e r a t i o n  t h e  pro forma a d j u s t m e n t s  i n  t h i s  

case, I n t e r - C o u n t y  w o u l d  a c h i e v e  a 1 .6OX TIER w i t h o u t  a n  i n c r e a s e  

i n  r e v e n u e s .  I n t e r - C o u n t y ' s  e q u i t y  to t o t a l  asset r a t i o  is 30.9 

p e r c e n t  based on t h e  c a p f t a l  s t r u c t u r e  a p p r o v e d  h e r e i n .  I n t e r -  

C o u n t y ' s  Debt  Service Coverage r a t i o  for the test y e a r  and 

c a l e n d a r  y e a r s  1983 a n d  1984  w a s  1.68X, 1.68X and  1.77X, respec- 

t i v e l y .  A l l  of t h e s e  r a t i o s  are calculated o n  the reported earn- 

i n g s  of I n t e r - C o u n t y ,  e x c l u s i v e  of t h e  GTCCs a s s i g n e d  by  East 

Kentucky Power Cooperative, I n c .  

I n  1984, I n t e r - C o u n t y  w a s  g r a n t e d  a r a t e  of r e t u r n  of 8 . 2  

percent ,  which p r o v i d e d  a TIER of 2.15X. R e c o g n i z i n g  t h e  l o w e r i n g  

of i n t e r e s t  ra tes  a n d  t h e  o v e r a l l  improvement  i n  economic  c o n d i -  

t i o n s .  t h e  C o m m i s s i o n  has l o w e r e d  the r a t e s  of r e t u r n  a l l o w e d  in 

c e r t a i n  cases i n v o l v i n g  other u t i l i t i e s  under  i ts j u r i s d i c t i o n .  

R e c e n t  decis ions i n v o l v i n g  e l ec t r i c  cooperat ives  h a v e  r e s u l t e d  i n  

a l l o w e d  TIER l e v e l s  of 2. OOX r e f l e c t i n g  t h e  Commission '  6 g e n e r a l  

t r e n d  of r e d u c i n g  r a t e s  of r e t u r n  and  TIER. 

As p r e v i o u s l y  n o t e d ,  I n t e r - C o u n t y  s ta ted  t h a t  the Board of 

Directors d e t e r m i n e d  t h e  amount  of t h e  i n c r e a s e  needed  to be 

$716,000,  which r e s u l t s  I n  a TIER of 2.4X based upon I n t e r -  

C o u n t y ' s  a d j u s t e d  test y e a r .  I t  w a s  s t a t ed  i n  t h e  a p p l i c a t i o n  

that t h i s  amount of increase w i l l  p rov ide  some f u n d s  for c o n s t r u c -  

t i o n .  ~y u t i l i z i n g  a n  a d j u s t e d  h i s t o r i c a l  test period, t h e  

Cornmiasion l n c l u d e n  In the d e t e r m i n a t i o n  of revenue r e q u i r e m e n t s  

projected o p e r a t i n g  e x p e n s e s  a l l o w i n g  for known and  measu rab le  

change8 to o p e r a t i o n s  a n d  r n a l n t e n a n c e  e x p e n s e s .  Thus ,  t h e  pro 

forma o p e r a t i n g  e x p e n s e  s h o u l d  be r e p r e s e n t a t i v e  of expected 
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f u t u r e  o p e r a t i n g  costs. In t h e  d e t e r m i n a t i o n  of r e v e n u e  r e q u i r e -  

m e n t s ,  t h e  Commission also allows a r e t u r n  which  is expressed by 

t h e  TIER i n  t h i s  case. I n  s u p p o r t  of t h e  r e q u e s t e d  i n c r e a s e  i n  

r e v e n u e s  and t h e  r e s u l t i n g  TIER, I n t e r - C o u n t y  has n o t e d  t h e  need  

for f u n d s  to cover a n t i c i p a t e d  o p e r a t i n g  costs, to  provide for a 

p o r t i o n  of a n t i c i p a t e d  c o n s t r u c t i o n  costs, and to p r o v i d e  e q u i t y .  

I n t e r - C o u n t y  d i d  n o t  p r o v i d e  any evidence which  would show that a n  

allowed TIER of 2.00X would p r o v i d e  an insufficient l e v e l  of cash 

f l o w  to a c h i e v e  its r e q u i r e m e n t s  for normal e x p a n s i o n  and  hprove-  

ments .  Therefore, t h e  Commission f i n d s  t h a t  t h e  c o n t e n t i o n s  of 

I n t e r - C o u n t y  i n  s u p p o r t  of the 2 .40X T I E R  are not v a l i d .  

Based on t h e  e v i d e n c e  of record and t h e  reasons c i t ed  h e r e i n ,  

t h e  Commission h a s  d e t e r m i n e d  that a TIER of 2 .00X s h o u l d  be 

granted i n  t h i s  case. I n  order to  achieve t h i s  TIER, I n t e r - C o u n t y  

s h o u l d  be a l l o w e d  t o  i n c r e a s e  i ts  a n n u a l  r e v e n u e  by $294,406,  

w h i c h  would r e s u l t  i n  a r a t e  of r e t u r n  of 7.92 p e r c e n t .  T h i s  

a d d i t i o n a l  r e v e n u e  will produce n e t  income of $746,318,  w h i c h  

s h o u l d  be s u f f i c i e n t  to  m e e t  t h e  r e q u i r e m e n t s  i n  I n t e r - C o u n t y ' s  

mortgages secut f n g  its l o n g - t e r m  d e b t .  

REVENUE ALLOCATION AND R A T E  DESIGN 

I n t e r - C o u n t y  p r o p o s e d  t h a t  t h e  r e v e n u e  a l l o c a t i o n  and r a t e s  

i n  each tariff be increased by t h e  p e r c e n t a g e  of increase to  t h e  

n o r m a l i z e d  r e v e n u e .  The Commission,  b e i n g  So a d v i s e d ,  agrees w i t h  

I n t e r - C o u n t y ' s  proposed me thodo logy  i n  t h i s  case and h a s  used t h i s  

me thodo logy  to  develop t h e  r a t e s  and charges in t h e  a t t a c h e d  

Appendlx A .  
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SUMMARY 

The C o m m i s s i o n ,  a f t e r  c o n s i d e r a t i o n  of t h e  e v i d e n c e  of record 

a n d  b e i n g  a d v i s e d ,  is of t h e  o p i n i o n  and  f i n d s  t h a t :  

1. The ra tes  i n  Appendix  A are t h e  fair, j u s t  a n d  r e a s o n a b l e  

rates for I n t e r - C o u n t y  a n d  w i l l  p r o v i d e  n e t  income s u f f i c i e n t  to 

meet t h e  r e q u i r e m e n t s  i n  I n t e r - C o u n t y ' s  mortgages s e c u r i n g  its 

l o n g - t e r m  d e b t  . 
2.  The rates and charges proposed by I n t e r - C o u n t y  d i f f e r  

from t h o s e  fouiid r e a s o n a b l e  h e r e i n  and should be denied upon 

a p p l i c a t i o n  of KRS 278.030. 

3. I n t e r - C o u n t y ' s  p r o p o s e d  m e t h o d o l o g y  for a l loca t ing  t h e  

revenue increase is f a i r ,  just a n d  r e a s o n a b l e  a n d  s h o u l d  be 

applied in this case. 

IT IS THEREFORE ORDERED t h a t :  

1.  The ra tes  i n  Appendix  A be and  they h e r e b y  are a p p r o v e d  

f o r  service rendered on  a n d  a f t e r  J u l y  2 4 ,  1986. 

2 .  The rates p r o p o s e d  by I n t e r - C o u n t y  be a n d  t h e y  h e r e b y  are 

d e n i e d .  

3. I n t e r - C o u n t y  s h a l l  f i l e  w i t h  t h e  Commission w i t h i n  30 

days from t h e  date of t h i s  Order  i ts r e v i s e d  t a r i f f  sheets  s e t t i n g  

out t h e  rates a p p r o v e d  h e r e i n .  
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Done at F r a n k f o r t ,  Kentucky,  t h i s  28th day Of m y ,  1986. 

PUBLIC SERVICE COMMISSION 

ATTESTr 

B x e c u t i v s  D i r e c t o r  



I .  

APPENDIX A 

APPENDIX TO AN ORDER OF THE KENTUCKY PUBLIC SERVICE 
COMMISSION I N  CASE NO. 9486 DATED 7/28/86 

The  f o l l o w i n g  ra tes  a n d  c h a r g e s  are prescribed for t h e  

c u s t o m e r s  i n  t h e  area s e r v e d  by I n t e r - C o u n t y  R u r a l  Electric 

Cooperat ive C o r p o r a t i o n .  A l l  o t h e r  rates a n d  c h a r g e s  n o t  

specif ical ly  m e n t i o n e d  h e r e i n  s h a l l  remain t h e  same as t h o s e  i n  

e f f e c t  u n d e r  a u t h o r i t y  of t h i s  Commission p r ior  to t h e  

e f f e c t i v e  da te  o f  t h i s  O r d e r .  

SCHEDULE 1 
FARM AND HOME SERVICE* 

Rate 
C u s t o m e r  Charge  $ 5 . 5 5  P e r  Meter P e r  

Month 
F i r s t  500 KWH Per Month 7 . 6 4 5 6  Per  KWH 
A l l  o v e r  500 K U H  Per Month 5 . 9 0 7 ~ 2  P e r  RWH 

The C u s t o m e r  C h a r g e  is w i t h o u t  KWH usage. A l l  KWH usage 
is b i l l e d  a t  rates set: f o r t h  above .  

The minimum m o n t h l y  c h a r g e  u n d e r  t h e  above rate s h a l l  be 
$ 5 . 5 5  n e t  where  1 0  KVA or less of t r a n s f o r m e r  c a p a c i t y  is 
r e q u i r e d .  

SCHEDULE 2 
SMALL COMMERCIAL AND SMALL POWER* 

R a t e  
Demand Charge  i n  Excess of 1 0  KW P e r  Month $4 .02  P e r  KW 

Energy C h a r g e  

Cus tomer  Charge  $ 5 . 5 5  Per Meter P e r  

F i r s t  1 , 0 0 0  KWFi P e r  Month 8.794$ Per KWR 
A l l  ove r  1 , 0 0 0  KWH P e r  Month 6.104$ P e r  KWH 

The C u s t o m e r  Charge  is w i t h o u t  KWH u s a g e .  A l l  KWH usage 

Uonth 

is b i l l e d  a t  rates set  f o r t h  above. 

The minimum m o n t h l y  c h a r g e  u n d e r  t h e  above  rate s h a l l  be 
$ 5 . 5 5  net where 1 0  KVA Of lese of t r a n s f o r m e r  c a p a c i t y  is 
r e q u i r e d .  
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SCHEDULE 4 
LARGE POWER RATE (LPR)* 

Rate - 
Maximum Demand Charge 

$4 .02  per month per KW of billing Demand 

Energy Charge 

C u s t o m e r  Charge $11.10 Per Me tec  

F i r s t  10 ,000  KWH Per Month 6.145# Per KWA 
All over 10,000 KWH Per Month 5 . 4 4 4 #  P e r  KWR 

Per Month 

The customer c h a r g e  does n o t  al low for KWR u s a g e .  All 
KWR usage is  billed at t h e  above rates. 

SCHEDULE 5 
ALL ELECTRIC SCHOOL ( A E S ) *  

Rate - 
All Kilowatt Hours Per Month 5.896L Per Month 

SCHEDULE 6 
OUTDOOR LIGHTING SERVICE-SECURITY LIGHT* 

R a t e  Per Light Per Month 

Mercury V a p o r  Lamp 1 7 5  Watt $ 6 . 6 9  Per Lamp Per 

Mercury Vapor Lamp 200 Watt 8.15 P e t  Lamp Per 
Month 

Month 

* F u e l  Clause Adjustment 

A l l  rstes are applicable to t h e  Fuel Adjustment Clause 
and may be i n c r e a s e d  oc decreased by an a m o u n t  per KWH equal to 
t h e  f u e l  adjus tment  amount per KWH as billed by the Wholesale 
Power Supplier plus an allowance for l i n e  losses. The allow- 
ance  for line losses will not e x c e e d  10% and is based on a 
twelve-month m o v i n g  average of such losses. T h i s  Fuel Clause 
is s u b j e c t  t o  all other applicable p r o v i s i o n s  as set out i n  807 
RAR 5 : 0 5 6 .  
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